Miami, July 30, 1998 -Alexis Nicole and Nicholas Alexander
tried to make their debut more than three months early.
Fortunately, our prenatal program was there to help their mom
carry them four more weeks to ensure a healthy delivery.
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s the decade
of the nineties
draws to a close
and the dawn
of a new
millennium
approaches, the health care
industry continues to undergo
constant and rapid evolution.
Without a doubt, the biggest
marketplace change is the
phenomenal growth in
network-based health care
such as health maintenance
organizations (HMOs) and
preferred provider organizations (PPOs) .
In the three-year period
between 1994 and 1997,
national HMO and PPO
enrollment experienced a
combined increase of more
than 57%. At Blue Cross
and Blue Shield of Florida
(BCBSF), we have experienced similar growth with
nine out of 10 customers
choosing Health Options
(our HMO) or one of our
Preferred Patient Care

products (our PPO).
Through our networkbased health care plans, we
are able to help employers large and small - and individuals across the state obtain
access to affordable, quality
health care. We take pride in
providing our members with
the extra value and peace
of mind that comes with the
Blue Cross and Blue Shield
of Florida name. Our broad
network of quality physicians,
hospitals and other health
care professionals combined
with our wide array of
products and services are
there for you wherever and
whenever you need 11s.

If you're having a baby,
our Healthy Addition program
provides prenatal education,
and if your pregnancy is
high-risk, we 're there to help
ensure your baby arrives as
healthy as possible.
If you 're a member of our
Health Options HMO and
continued on page 4
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Wherever. Whenever. We're
there fiJr you. Since the

mid- I 940s, we've been there
to provide Floridians with
access to high quality health
care at reasonable cost with
hassle-free service. Last year
was no exception.
We are pleased to report
1998 marks our tenth consecutive year of positive financial
performance combined with
enrollment gains. BCBSF is
the only health care company
in Florida to report 10 consecutive years of positive earnings.
Last year's consolid,1ted net
income was $54.9 million on
revenues of $3.54 billion.
Additionally, we continued to
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ealth care
isn't something to
leave to
chance.
That's
why millions of Floridians
have chosen Blue Cross
and Blue Shield of Florida
(BCBSF). They know that:

A Report from

Michael Cascone, Jr.
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continued from page 2
become ill while on vacation
or away from home, you can
get the care you need through
BlueCard USA or Medicare
Blue USA.
If you have asthma,
diabetes or congestive heart
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failure, we have special
programs to help you deal
with these chronic conditions
and improve the quality of
your life.
If you live in South Florida
and have end-stage renal
disease, you'll find that
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BCBSF's Advanced Renal
Options, one of only three
innovative HMOs in the
country designed for such
patients, is there for you .
And, if you're a senior,
we have a specially-designed
HMO product available in 13
counties, called Medicare &
More, that will help you make
the most of your golden years.
Because our industry, like
other industries, is changing so
rapidly, BCBSF is committed
to helping ensure our health
care system evolves in a positive way. We continue to
work with industry partners,
state and federal government,
and you, our members, to
build shared understanding of
critical health care issues and
maintain an environment that
encourages competition and
innovation in the private
marketplace.
Through our grassroots program in 1998, we were pleased
to work with thousands of our
members to support important
legislation that will improve
the competitive market and

add value for consumers.
We also were able to stop
potentially harmful legislation
that would have led to fewer
health care choices and higher
costs. We pledge to continue
this important work into the
future.
A constantly evolving
industry presents numerous
challenges. It also opens the
door to new opportunities.
At BCBSF, we are ready to
face the challenges of the next
century. And, we are excited
about the opportunities ahead
to provide a growing numbe['.'
of Floridians with access to ,
quality, affordable health care\
that meets their needs.
In this ever-changing
world, Blue Cross and Blue
Shield of Florida is the health !
care choice you can count
on to be there wherever,
whenever you need us.
William E. Flaherty
Chairman
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"We take pride in providing
our members with the extra value
and peace of mind that comes
with the Blue Cross and
}~,
Blue Shield of Florida name.'.',·ii
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"Since the mid-1940s,
we've been there to provide
Floridians with access to
high quality health care
at reasonable cost
with hassle-free service."
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continued from page 3
environment, BCBSF achieved
an overall enrollment gain in
1998 of nearly 250,000 new
members - bringing our
total membership to almost
2.3 million Floridians.
Health Options, our health
maintenance organization
(HMO), continued to add
new members last year as
well as retain nearly 90 %
of its existing members giving BCBSF the largest
HMO enrollment in the state.
Health Options enjoys full
accreditation from the
National Committee for
Quality Assurance (NCQA),
an independent, non-profit
organization that accredits
network-based health plans.
Full accreditation means
Health Options meets or
exceeds NCQA's standards
for quality management and
improvement, physician
credentialing, preventive
services and medical record
management.

Based on our strong
market position, consistently
good earnings performance
and excellent capitalization,
the independent insurance
rating firm of Standard &
Poor's reaffirmed our "A+"
rating for the eighth consecutive year. We also received
our fifth consecutive "A"
(excellent) rating from A.M.
Best, another company recognized for evaluating insurers.
To continue to meet
the health care needs of
our members in today 's
increasingly dynamic
environment, we are
strengthening our market
leadership in Florida through
acquisition as well. On
December 31, 1998, Health
Options acquired Principal
Health Care of Florida.

We made an investment in
Principal Health Care of
Florida's members and
believe this transaction is in
their best interests as well as
our existing members.
BCBSF and Health Options
will offer these new members
an expanded portfolio of
health care benefit plans from HMO to PPO to
traditional indemnity and access to our broad
network of physicians, hospitals and other health care
professionals. And, we will
continue to offer all our
members extra value in terms
of prevention, prenatal programs, early detection and a
range of programs to improve
the quality of life for people
with chronic conditions.
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Wherever:
Miami, Florida
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We're there for you:
Alexis Nicole and Nicholas Alexander Leira

fter enduring
a six-year-long
infertility
treatment
roller
coaster
that included a miscarriage,
things couldn't have been
better for Hilda and Ramon
Leira. Thanks to in vitro
fertilization , she was 25 weeks
pregnant - with twins.
The previous night, the
36-year-old Norwegian Cruise
Line accountant was up all
night with what she thought
were cramps. She was so
tired in the morning it was
noon before she felt well
enough to go to work.
Several hours later, she
called Rebecca Valdes, R.N .,
the nurse assigned to her
through Health Options'
Healthy Addition program BCBSF's award-winning
prenatal education and intervention program designed to
help ensure healthy outcomes
from high-risk pregnancies.
Hilda was calling with a
minor billing question, but
when she casually mentioned
the cramping, Rebecca was
immediately concerned.
" It sounds like you
could be experiencing
some signs of pre-term
labor, " the nurse told Hilda.
"Don't dismiss this."
Hilda, who until then had
no intention of calling her
doctors, did just that - and
averted possible disaster.
An examination revealed she
was already partially dilated
and in pre-term labor.
Immediately admitted to a
local hospital, Hilda was

given medications to halt her
contractions and transferred
the following day to the
University of Miami's Jackson
Memorial Hospital. She spent
the next month under roundthe-clock care there until the
August 30 birth of Alexis
Nicole (2 pounds, 11 ounces)
and Nicholas Alexander
(2 pounds, 14 ounces).
After a few anxious days,
the babies began to thrive
in the hospital's high-tech
neonatal intensive care unit,
so much so that they went
home on October 24, earlier
than anyone expected. By the
middle of March, little Alexis
and Nicholas - weighing in
at 11 pounds and 13 pounds,
respectively - were sleeping
through the night and
eating well.
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We're there for you:
Alexis Nicole and Nicholas Alexander Leira
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roller
coaster
that included a miscarriage,
things couldn't have been
better for Hilda and Ramon
Leira. Thanks to in vitro
fertilization, she was 25 weeks
pregnant - with twins.
The previous night, the
36-year-old Norwegian Cruise
Line accountant was up all
night with what she thought
were cramps. She was so
tired in the morning it was
noon before she felt well
enough to go to work.
Several hours later, she
called Rebecca Valdes, R.N. ,
the nurse assigned to her
through Health Options'
Healthy Addition program BCBSF's award-winning
prenatal education and intervention program designed to
help ensure healthy outcomes
from high-risk pregnancies.
Hilda was calling with a
minor billing question , but
when she casually mentioned
the cramping, Rebecca was
immediately concerned.
" It sounds like you
could be experiencing
some signs of pre-term
labor, " the nurse told Hilda.
"Don't dismiss this."
Hilda, who until then had
no intention of calling her
doctors, did just that - and
averted possible disaster.
An examination revealed she
was already partially dilated
and in pre-term labor.
Immediately admitted to a
local hospital, Hilda was

given medications to halt her
contractions and transferred
the following day to the
University of Miami's Jackson
Memorial Hospital. She spent
the next month under roundthe-clock care there until the
August 30 birth of Alexis
Nicole (2 pounds, 11 ounces)
and Nicholas Alexander
(2 pounds, 14 ounces) .
After a few anxious days,
the babies began to thrive
in the hospital's high-tech
neonatal intensive care unit,
so much so that they went
home on October 24, earlier
than anyone expected. By the
middle of March, little Alexi
and Nicholas - weighing in
at 11 pounds and 13 pounds,
respectively - were sleeping
through the night and
eating well.
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D
hen she
awoke
that morning in her
friend's
home, Betty
Zimmerman felt so tired she
could hardly move. The joy
of visiting her former hometown was now overshadowed
by fatigue so severe that the
West Palm Beach retiree's
husband, Harold, drove her
to the local hospital.
Any illness can be troublesome, but when you are
traveling and a thousand miles
from home, the problem can
be aggravated by anxiety over
whether your health insurance
will cover out-of-state medical
care. But Betty, who was
suffering from anemia, had
no such concerns.
That's because she and
her husband are longtime
members of Medicare & More,
a Medicare HMO product
offered through Blue Cross
and Blue Shield of Florida's
Health Options. As Medicare
& More members, the
Zimmermans are covered
for emergency care while
traveling. During long-term
stays, BCBSF HMO members can become guest
members with other Blue
Cross and Blue Shield plans
under the BlueCard USA or
Medicare Blue USA programs.
The Zimmermans had
prior experience with Health
Options' travel coverage.
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"They said everything woul
be taken care of," he reports
"And in both cases, it was."
After a day and a half of
bed rest, tests, medications
and iron supplements, Betty
felt much better and was
released.
Back in West Palm Beach,
both Zimmermans are now
doing well. They bowl in a
local league once a week an

Six years earlier, while
vacationing on Cape Cod,
Harold suffered a massive
heart attack . All of his care,
including a balloon angioplasty performed at a hospital
in Boston, was covered by
Health Options. "I never saw
anything taken care of so
fantastically," he says.
Now, with his wife in the
hospital, Harold called Health
Options - just as Betty had
done for him six years earlier.
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hen she
awoke
that morning in her
friend's
home, Betty
Zimmerman felt so tired she
could hardly move. The joy
of visiting her former hometown was now overshadowed
by fatigue so severe that the
West Palm Beach retiree's
husband, Harold, drove her
to the local hospital.
Any illness can be troublesome, but when you are
traveling and a thousand miles
from home, the problem can
be aggravated by anxiety over
whether your health insurance
will cover out-of-state medical
care. But Betty, who was
suffering from anemia, had
no such concerns.
That's because she and
her husband are longtime
members of Medicare & More,
a Medicare HMO product
offered through Blue Cross
and Blue Shield of Florida 's
Health Options. As Medicare
& More members, the
Zimmermans are covered
for emergency care while
traveling. During long-term
stays, BCBSF HMO members can become guest
members with other Blue
Cross and Blue Shield plans
under the BlueCard USA or
Medicare Blue USA programs.
The Zimmermans had
prior experience with Health
Options' travel coverage.

Six years earlier, while
vacationing on Cape Cod,
Harold suffered a massive
heart attack. All of his care,
including a balloon angioplasty performed at a hospital
in Boston, was covered by
Health Options. "I never saw
anything taken care of so
fantastically," he says.
Now, with his wife in the
hospital, Harold called Health
Options - just as Betty had
done for him six years earlier.
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"They said everything would
be taken care of," he reports.
"And in both cases, it was."
After a day and a half of
bed rest, tests, medications
and iron supplements, Betty
felt much better and was
released.
Back in West Palm Beach,
both Zimmermans are now
doing well. They bowl in a
local league once a week and

. . - ....

sometimes on weekends.
And they continue to be
pleased with the care they
receive through their Medicare
& More plan. "Our experience
has been nothing but positive," says Betty, now 78,
and Harold, now 80.
"The coverage and the
doctors are wonderful."
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Wherever:
Lauderdale Lakes, Florida

Whenever:
November 12th, 1998

We're there for you:
Robert Mosely

he phone call
dreamed about by
most dialysis patients
came on this day for
Vietnam veteran
Robert Mosely. The
Jacksonville Transplant Center
at the Methodist Medical
Center was placing his name
on the kidney transplant list.
It was turning out to be
quite a year for the 61-year-old
retired Army sergeant and former state corrections officer.
Despite his physical trials one cancerous kidney was
removed in 1984 and he had
been on dialysis for two years
now - he had remarried in
May. The following month
came more good news: He
was among the first end-stage
renal disease patients to join
Advanced Renal Options, one
of only three innovative HMOs
in the country designed to
enhance the quality of life
of kidney patients.
Now more than 500 South
Florida residents have joined
the special program operated
by Health Options, BCBSF's
HMO subsidiary. What
makes this program unique
is that skilled nephrologists
serve as the members' primary care physicians. "This is
a major benefit," says Robert
Geronemus, M.D., the program's consultant medical
director and Robert's physician. "Kidney disease
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Board of Directors

Report of Independent Accountants

e have audited the accompanying consolidated balance sheets of
Blue Cross and Blue Shield of Florida, Inc. and subsidiaries as of December
31, 1998 and 1997, and the related consolidated statements of income,
comprehensive income and policyholders' equity and cash flows for the years
then ended. These fi nancial statements are the responsibility of the Company's
m anagement. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that

DuBose Ausley

Michael Cascone, Jr.

Chairman & Partner

President & Chief Executive Officer

W.D. (Bill)
Frederick, Jr.

Ausley & McMullen

Blue Cross & Blue Shield of Florida

President

Logica, Inc.

Tallahassee

Yank D. Coble,
Jr., M.D.

The Frederick Investment Company

Coral Gables

Robert M. Beall II

Orlando

Bernal Quiros

our audits provide a reasonable basis for our opinion.

President & Chief Executive Officer

Frank P. Scruggs, Jr.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Blue Cross and Blue Shield of Florida, Inc. and subsidiaries

Chief Executive Officer

Endocrinologist

Jan B. Luytjes, Ph.D.

Attorney at Law

as of December 31, 1998 and 1997, and the consolidated results of its operations and its cash flows

Beall's, Inc.

Jacksonville

Professor

Greenberg Traurig

Mary H. Cross

Florida International University

for the years then ended in conformity with generally accepted accounting principles.

Bradenton

Ft. Lauderdale

Henry H. Beckwith

Community Leader

President

St. Petersburg

Walter S. Mclin III

First Coast Equipment
Company, Inc.

Lewis A. Doman

Partner

Jacksonville

Edward L. Boykin
Certified Public Accountant
Tampa

Hugh M. Brown

Vice Chairman of the Board
Retired Chairman of the
Board & Chief Executive Officer
The Citizens & Peoples
National Bank
Gulf Breeze

Miami

Mclin, Burnsed, Morrison,
Johnson and Robuck, P.A.

Gonzalo F. Valdes-Fauli
Regional Chief Executive
Officer Latin America
Barclays Group
Miami

William E. Flaherty

BAMSI, Inc.

Chairman of the Board

Titusville

Blue Cross & Blue Shield of Florida

(A ICPA) Statement of Position 98-1 , "Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use, " as discussed in Note 1 to the consolidated financial statements.

Leesburg
Standing (left to right): Edward L. Boykin, Jan B. Luytjes, Ph.D.,
Bernal Quiros, Henry H. Beckwith, Yank D. Coble, Jr., M.D., Frank P. Scruggs, Jr.,
W D. (Bill) Frederick, Jr., Gonzalo F. Valdes-Fauli, Walter S. Mclin III,

President & Chief Executive Officer

On January 1, 1998, the Company adopted American Institute of Certified Public Accountants

/7~~ J._,L/J

Hugh M. Brown, DuBose Ausley, and Robert M. Beall II.

Jacksonville, Florida
Seated (left to right): Lewis A. Doman (Vice Chairman),
William E. Flaherty (Chairman), Michael Cascone, Jr. (President & CEO),

February 19, 1999

and Mary H. Cross.
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Consolidated Balance Sheets

Consolidated Statements of Income, Comprehensive Income and Policyholders' Equity

December 31,

Assets

For the years ended
December 31,

1998
1997
(in millions)

1998
1997
(in millions)

Investments:
Fixed maturities

$

811.8

$

815.6

Equity securities

410.1

330.2

Cash and cash equivalents

235.9

174.0

1,457.8

1,319.8

Total investments

Revenue

$3,544.2

$3,166.8

114.9

93.7

3,659.1

3,260.5

2,813.5

2,512.7

761.1

669.5

3,574.6

3,182.2

84.5

78.3

Current

23.6

15.1

Deferred

6.0

12.3

29.6

27.4

54.9

50.9

3.7

26.3

58.6

77.2

Investment and related income
Total revenue
Claims and medical expense

Receivables:
Premiums and other

158.8

151.4

68.5

64.7

126.6

99.1

Property and equipment, net

203.8

179.2

Deferred expenses and other assets

128.3

44.7

$2,143.8

$1,858.9

Reimbursable contracts
Federal Employees Health Benefits Program

Operating expense
Total expenses
Income before income taxes
Provision for income taxes

Total assets

Liabilities
Total provision for income taxes

Liabilities for policyholder benefits:
Claims outstanding
Reimbursable contracts
Policy reserves
Total liabilities for policyholder benefits

$

307.5

$ 286.7

68.5

64.7

177.3

158.0

553.3

509.4

Net income
Other comprehensive income:
Change in net unrealized gains on investments (net of
$1.6 million and $15.0 million in income tax, respectively)

Unearned premium income:
Premiums

139.6

116.1

Federal Employees Health Benefits Program

126.6

99.1

Accrued payroll and related benefits

156.2

151.7

Bank overdrafts

117.9

81.5

Accounts payable and accrued expenses

125.8

130.3

Short-term borrowings
Total liabilities

Comprehensive income

95.0
1,314.4

1,088.1

829.4

770.8

$2,143.8

$1,858.9

Policyholders' equity, beginning of year

$

770.8

$ 693.6

Policyholders' equity, end of year

$

829.4

$ 770.8

Policyholders' Equity
Policyholders' equity
Total liabilities and policyholders' equity

See accompanying notes to consolidated financial statem ents.
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Consolidated Statements of Income, Comprehensive Income and Policyholders' Equity

iated Balance Sheets
For the years ended
December 31,
December 31,

(in millions)

Revenue

;:

811.8

$ 815.6

' securities

410.1

330.2

md cash equivalents

235.9

174.0

1,457.8

1,319.8

maturities

Total investments

$

(in millions)

1997

1998

$3,544.2

$3,166.8

114.9

93.7

3,659.1

3,260.5

2,813.5

2,512.7

Investment and related income
Total revenue
Claims and medical expense

761.1

669.5

3,574.6

3,182.2

84.5

78.3

Current

23.6

15.1

Deferred

6.0

12.3

29.6

27.4

54.9

50.9

3.7

26.3

58.6

77.2

Operating expense
Total expenses

urns and other

158.8

151.4

mrsable contracts
al Employees Health Benefits Program

68.5

64.7

126.6

99.1

1d equipment, net

203.8

179.2

cpenses and other assets

128.3

44.7

$2,143.8

$1,858.9

Total assets

1997

1998

Income before income taxes
Provision for income taxes

Total provision for income taxes
Net income
for policyholder benefits:
1s outstanding
bursable contracts
y reserves

Total liabilities for policyholder benefits

$

307.5

$ 286.7

68.5

64.7

177.3

158.0

Change in net unrealized gains on investments (net of

553.3

509.4

$1.6 million and $15.0 million in income tax, respectively)

Other comprehensive income:

Comprehensive income
premium income:
tiums
ral Employees Health Benefits Program

139.6

116.1

126.6

99.1

ayroll and related benefits

156.2

151.7

·drafts
payable and accrued expenses

117.9

81.5

125.8

130.3

1

borrowings

!TS'

Total liabilities

Policyholders' equity, beginning of year

$

770.8

$ 693.6

Policyholders' equity, end of year

$

829.4

$ 770.8

95.0
1,314.4

1,088.1

829.4

770.8

$2,143.8

$1,858.9

Equity

1ers' equity
Total liabilities and policyholders' equity

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

Consolidated Statements of Cash Flows

For the years ended
December 31,

For the years ended
December 31 ,

1997

1998

(in millions)

Cash flows from operating activities:
Premiums and other revenue received

$ 3,556.4

Claims and medical expense paid
Cash paid to suppliers and employees
Interest and dividends received
Income taxes paid

1997

1998

(in millions)
$ 3,171.4

(2,769.6)

(2,444.1)

(697.1)

(597 .2)

77.6

84.3

(13.0)

(26.0)

~

Reconciliation of net income to net cash
provided by operating activities:

I
Net income

$ 54.9

$ 50.9

35.2

32 .0

1.2

0.6

Adjustments to reconcile net income to net cash
provided by operating activities:

Net cash provided by operating activities

188.4

154.3

Depreciation and amortization
Amortization of investment discounts

Cash flows from investing activities:

and premiums, net

Proceeds from investments sold

1,444.3

1,404.0

Net realized gain on sale of investments

Proceeds from investments matured

1,552.8

1,256.2

Net realized loss on disposal of equipment

(3,032.8)

(2,754.3)

Cost of investments purchased
Acquisition of business

(96.3)

Purchase of property and equipment

(55.4)

(62.3)
(156.4)

Cash flows from financing activities:

1.0

6.8

Premiums and other receivables

(7.4)

(6.7)

Reimbursable contracts receivable

(3.8)

(7.1)

Deferred expenses and other assets

5.7

(17.4)

Increase (decrease) in certain liabilities:
20.8

50.1

3.8

7.1

Policy reserves

19.3

9.5

Unearned premium income

23.5

17.3

4.5

5.8

Bank overdrafts

36.4

(11.0)

Accounts payable and accrued expenses

(1.3)

66.2

99.4

137.5

Claims outstanding
Net borrowings under line-of-credit agreement

95.0

Net increase in cash and cash equivalents

Reimbursable contracts
32.0

61.9

Accrued payroll and related benefits
142.0

174.0

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

$

235.9

$

174.0
Total adjustments

See accompanying notes to consolidated financial statements.
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(15. 7)

Increase in certain assets:

(187.4)

Net cash used in investing activities

(39.5)

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Investments
Organization
Blue Cross and Blue Shield of Florida, Inc. (the Plan), a mutual
insurance company, offers a wide range of health care products including traditional health insurance, preferred provider organization products, health maintenance organization products (through its whollyowned subsidiary, Health Options, Inc.) and special products such as
dental and wellness programs marketed throughout Florida. Life insurance products are marketed in Florida by Florida Combined Life
Insurance Company, Inc., a wholly-owned subsidiary. Workers' compensation products are marketed by Comp Options Insurance Co., Inc.,
a wholly-owned subsidiary. First Coast Service Options, Inc., a whollyowned subsidiary, was established in 1998 to perform third party administration for Medicare beginning January 4, 1999.
During the reporting periods, the Plan also acted as an administrator
for other Blue Cross and Blue Shield Plans and employer groups, and for
programs such as Medicare and the State of Florida.
The Plan is an independent licensee of the Blue Cross and Blue
Shield Association. The Association owns the Blue Cross and Blue Shield
service marks and establishes national policies and sets certain operating
and financial guidelines for the independent Blue Cross and Blue Shield
Plans. The Association is not an affiliate or guarantor of the Plan.

Acquisitions
On December 31, 1998, Health Options, Inc. (a wholly-owned
subsidiary of the Plan) acquired all of the outstanding shares of common
stock of Principal Health Care of Florida, Inc. (PHCF) for a cash price of
$95.0 million plus acquisition costs of $1.3 million, of which $5.0 million
is being held in an escrow account to allow for any purchase price adjustments. This acquisition included a membership base of approximately
140,000 commercial HMO members statewide. Concurrent with the transaction, the name of PHCF was changed to Health Options Connect, Inc.
The acquisition was recorded under the purchase method of accounting, and accordingly, the excess of purchase price over the fair values of
the net assets acquired of $96.3 million was recorded as goodwill and
included in deferred expenses and other assets. Goodwill will be
amortized on a straight-line basis over fifteen years.

Basis of Presentation and
Principles of Consolidation
The consolidated financial statements include the accounts of
the Plan, its wholly-owned subsidiaries, and Capital Health Plan, a controlled affiliate (the Company). All significant intercompany transactions
have been eliminated. Certain amounts in the 1997 financial statements
have been reclassified to correspond to the 1998 presentation.
The accompanying consolidated financial statements have been
prepared on the basis of generally accepted accounting principles. The
preparation of financial statements in conformity with generally accepted
accounting principles requires the company to use estimates and
assumptions based on analytical methods in determining deferred
acquisition costs, deferred income taxes, incurred and unreported claims,
valuation of pension and other benefit plans, and other various accruals.
Actual results could differ from those estimates.
In the previous year, the company revised its 1995 through 1997
financial statements to reflect the effect of adopting FAS120 "Accounting
and Reporting by Mutual Life Insurance Enterprises and by Insurance
Enterprises for Certain Long-Duration Participating Contracts". As a result,
1997 beginning policyholders' equity has decreased by $65.3 million.
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The Company's fixed maturities are comprised of U.S. Government,
Treasury and Agency instruments; corporate and municipal bonds; commercial paper, and certificates of deposit. Fixed maturities and equity
securities are classified as available-for-sale and are carried at fair value,
which is determined by published market value. Changes in such value,
net of deferred income taxes, are reflected as a direct credit or charge to
policyholders' equity and included in comprehensive income.
Cash and cash equivalents consist of demand deposits, money market
funds, overnight repurchase agreements, high quality corporate debt issues,
and demand deposits with a maturity when purchased of less than ninety
days. These investments are carried at cost, which approximates fair value.
Net realized investment gains and losses are calculated on a first-in
first-out basis of identification. Realized gains and losses and declines in
value judged to be other than temporary on available-for-sale securities
are included in investment and related income.

Concentration of Credit Risk
Investments in cash in interest bearing deposits with major banks
and money market funds generally exceed federally insured amounts.
The financial stability of these institutions is reviewed on a continuous
basis. Credit losses are not anticipated. Fixed maturity marketable
investments are diversified and rated BAA or better at the time of
purchase by nationally recognized rating services. These credit ratings
are continuously reviewed. Diversification is enforced by limiting
individual non-government issues to no more than 5 % of the portfolio.

Revenue Recognition
Premiums are billed in advance of coverage periods and recognized
as revenue pro-rata over the period of service or coverage. Other revenue
is recognized in income when earned.

Receivables
Receivables are reported net of an allowance for estimated uncollectible amounts of $15.8 million and $23.9 million for 1998 and 1997,
respectively, based upon historical collection data and management's
judgment of collectibility.
The Plan records its proportional share of unearned premium
reserves and related receivables for the Federal Employees Health
Benefits Program (FEP). These amounts have no effect on net income.

Property, Equipment and Computer Software
Property and equipment are recorded at cost. Depreciation is
computed on the straight-line method over the estimated useful lives of
the assets. Property and equipment are reviewed for possible impairment
whenever events or changes in circumstances indicate the carrying
amount may not be recoverable. No material losses were incurred as a
result of this review.
Computer software costs consist of costs to purchase and develop software. The company capitalizes internally developed software costs based on
a project-by-project analysis. Amortization of capitalized software is computed on an item-by-item basis over a period of three to ten years, depending
on the useful life of the software. Amortization expense charged to operations was $3.9 million and $3.3 million in 1998 and 1997, respectively.

Deferred Expenses and Other Assets
The costs of acquiring new business, principally direct marketing
expenses, and certain expenses of policy issuance have been deferred.
These expenses vary with, and are primarily related to, the production
of certain Medicare supplemental products.

Notes to Consolidated Financial Statements

The deferred acquisition costs of $22.8 million and $24.0 million, net
of amortization, for 1998 and 1997, respectively, are included in deferred
expenses. Other assets are being amortized over the expected premiumpaying period of the related policies. Goodwill is being amortized on a
straight-line basis over a period of fifteen years.

Investments at December 31, 1998 and 1997 are as follows:

Liabilities for Policyholder Benefits
The Company accrues for incurred and unreported claims and loss
adjustment expenses based on historical paid and incurred claims data
using actuarially accepted methods. The assumptions used in determining the liability are regularly reviewed and any adjustment resulting from
these reviews is reflected in current operations. Processing costs related
to such claims are accrued and reported with accounts payable and
accrued expenses. See note 5 for an analysis of changes in the liability
for claims outstanding.
The liabilities for reimbursement contracts (national accounts, cost
plus and minimum premium plan contracts) are also established as
receivables and have no effect on net income.

Cost

Fair
Value

(in millions)

Fixed maturities:
U.S. Government
& Agencies
Mortgage-backed securities
Public utilities
Corporate
Municipals
Other

Accrued Payroll and Related Benefits
Accrued payroll and related benefits contains accrued liabilities
related to wages, salaries, vacation, pension, postretirement and
postemployment benefits.

1998
Gross
Gross
Unrealized
Unrealized
Gains
Losses

Total fixed maturities
Equity securities

$

350.8
72.5
11 .8
173.7
169.4
9.9

$ 10.0
2.7
0.7
7.7
5.6
0.2

$ 0.1
0.1
2.6
0.3
0.1

$ 360.7
75.1
12.5
178.8
174.7
10.0

788.1

26.9

3.2

811.8

324.6
$1,112.7

108.2
$135.1

22.7
$25.9

410.1
$1,221.9

-

Expense Reimbursements
Operating expense is allocated to various lines of business and subsidiaries in order to determine the expense reimbursement due from
Medicare, where the Plan acts as a fiscal intermediary, and from other
Blue Cross and Blue Shield Plans for which the Plan processes claims.
The Plan is reimbursed for either costs incurred or amounts based on
predetermined budgets. Reimbursements of $228 .5 million for 1998 and
$181.7 million for 1997 (which approximates the cost of administering
these programs) are included in revenue. The actual cost of
administration is included in operating expense. Reimbursements and
claim payments are subject to audit by the respective agencies and any
resulting adjustments are reflected in current operations.

Income Taxes
The Company files consolidated federal and state income tax returns
and provides for income taxes in accordance with Statement of Financial
Accounting Standards No. 109, "Accounting for Income Taxes" (FAS
109). Under FAS 109, deferred tax assets and liabilities are determined
based on the difference between the financial statement and tax bases of
assets and liabilities using currently enacted tax rates and laws in effect
for the year in which the differences are expected to reverse.

Comprehensive Income
On January 1, 1998, the Company adopted Statement of Financial
Accounting Standards No. 130, "Reporting Comprehensive Income",
issued by the Financial Accounting Standards Board (FASB), which
requires that all components of comprehensive income be reported in
the financial statements in the period in which they are recognized.
Comprehensive income is defined as the change in policyholders' equity
during a period from transactions and other events and circumstances.
Comprehensive income includes both net income and other comprehensive income. Other comprehensive income for the period consisted
entirely of unrealized gains and (losses) on investments. Policyholders'
equity at December 31, 1998 and December 31, 1997 includes
$72.1 million and $68.4 million of Accumulated Other Comprehensive
Income related to net unrealized gains on investments, respectively.

Cost

1997
Gross
Gross
Unrealized
Unrealized
Gains
Losses

Fair
Value

(in millions)

Fixed maturities:
U.S. Government
& Agencies
Mortgage-backed securities
Public utilities
Corporate
Municipals
Other
Total fixed maturities
Equity securities

$ 440.4
72.0
12.8
101.9
162.5
4.8

$

8.5
6.0
0.6
3.0
3.8
0.3

0.4

0.1
0.5

-

$ 448.5
78.0
13.4
104.8
165.8
5.1

794.4

22.2

1.0

815.6

246.2
$1,040.6

93.7
$115.9

9.7
$10.7

330.2
$1,145.8

Policyholders' equity at December 31, 1998, includes $72.1 million
of net unrealized gains on investments, after deferred income taxes of
$38 .6 million. This is a result of net unrealized gains before deferred
taxes of $109.2 million on the current portfolio of investments, plus a
reclassification of $1.5 million in realized gains to unrealized gains.
The reclassification occurred, on a consolidated basis, due to an
inter-company transfer of securities between Blue Cross Blue Shield
and Health Options, Inc. Policyholders' equity at December 31 , 1997
includes $68.4 million of net unrealized gains on investments, after
deferred income taxes of $36.8 million.
The amortized cost and fair value of fixed maturities by contractual
maturity are shown below. Expected maturities will differ from
contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties.
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Notes to Consolidated Financial Statements
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Investments
The Company's fixed maturities are comprised of U.S. Government,
Treasury and Agency instruments; corporate and municipal bonds; commercial paper, and certificates of deposit. Fixed maturities and equity
securities are classified as available-for-sale and are carried at fair value,
which is determined by published market value. Changes in such valu e,
net of deferred income taxes, are reflected as a direct credit or charge to
policyholders' equity and included in comprehensive income.
Cash and cash equivalents consist of demand deposits, money market
funds, overnight repurchase agreements, high quality corporate debt issues,
and demand deposits with a maturity when purchased of less than ninety
days. These investments are carried at cost, which approximates fair value.
Net realized investment gains and losses are calculated on a first-in
first-out basis of identification. Realized gains and losses and declines in
value judged to be other than temporary on available-for-sale securities
are included in investment and related income.

Concentration of Credit Risk
Investments in cash in interest bearing deposits with major banks
and money market funds generally exceed federally insured amounts.
The financial stability of these institutions is reviewed on a continuous
basis. Credit losses are not anticipated. Fixed maturity marketable
investments are diversified and rated BAA or better at the time of
purchase by nationally recognized rating services. These credit ratings
are continuously reviewed. Diversification is enforced by limiting
individual non-government issues to no more than 5% of the portfolio.

Revenue Recognition
Premiums are billed in advance of coverage periods and recognized
as revenue pro-rata over the period of service or coverage. Other revenue
is recognized in income when earned.

Receivables
Receivables are reported net of an allowance for estimated uncollectible amounts of $15.8 million and $23 .9 million for 1998 and 1997,
respectively, based upon historical collection data and management's
judgment of collectibility.
The Plan records its proportional share of unearned premium
reserves and related receivables for the Federal Employees Health
Benefits Program (FEP). These amounts have no effect on net income.
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Deferred Expenses and Other Assets
The costs of acquiring new business, principally direct marketing
expenses, and certain expenses of policy issuance have been deferred.
These expenses vary with, and are primarily related to, the production
of certain Medicare supplemental products.

da name."

Investments at December 31, 1998 and 1997 are as follows:
1998
Gross
Gross
Unrealized
Unrealized
Losses
Gains

Liabilities for Policyholder Benefits
The Company accrues for incurred and unreported claims and loss
adjustment expenses based on historical paid and incurred claims data
using actuarially accepted methods. The assumptions used in determining the liability are regularly reviewed and any adjustment resulting from
these reviews is reflected in current operations. Processing costs related
to such claims are accrued and reported with accounts payable and
accrued expenses. See note 5 for an analysis of changes in the liability
for claims outstanding.
The liabilities for reimbursement contracts (national accounts, cost
plus and minimum premium plan contracts) are also established as
receivables and have no effect on net income.

Accrued Payroll and Related Benefits
Accrued payroll and related benefits contains accrued liabilities
related to wages, salaries, vacation, pension, postretirement and
postemployment benefits.

Cost

Operating expense is allocated to vario us lines of business and subsidiaries in order to determine th e expense reimbursement due from
Medicare, where the Plan acts as a fiscal intermediary, and from other
Blue Cross and Blue Shield Plans for which the Plan processes claims.
The Plan is reimbursed for either costs incurred or amounts based on
predetermined budgets. Reimbursements of $228.5 million for 1998 and
$181.7 million for 1997 (which approximates the cost of administering
these programs) are included in revenue. The actual cost of
administration is included in operating expense. Reimbursements and
claim payments are subject to aud it by the respective agencies and any
resulting adjustments are reflected in current operations.

The Company files consolidated federal and state income tax returns
and provides for income taxes in accordance with Statement of Financial
Accounting Standards No. 109, "Accounting for Income Taxes" (FAS
109). Under FAS 109, deferred tax assets and liabilities are determined
based on the difference between the financial statement and tax bases of
assets and liabilities using currently enacted tax rates and laws in effect
for the year in which the differences are expected to reverse.

Comprehensive Income
On January 1, 1998, the Company adopted Statement of Financial
Accounting Standards No. 130, "Reporting Comprehensive Income",
issued by the Financial Accounting Standards Board (FASB), wh ich
requires that all components of comprehensive income be reported in
the financial statements in the period in which they are recognized.
Comprehensive income is defined as the change in policyholders' equity
duri ng a period from transactions and other events and circumstances.
Comprehensive income includes both net income and other comprehensive income. Other comprehensive income for the period consisted
entirely of unrealized gains and (losses) on investments. Policyholders'
equity at December 31, 1998 and December 31, 1997 includes
$72. 1 million and $68.4 million of Accum ulated Other Comprehensive
Income related to net unrealized gains on investments, respectively.

Fair
Value

(in millions)

Fi xed maturities:
U.S. Govern ment
& Agencies
Mortgage-backed securities
Public utilities
Corporate
Municipals
Oth er
Total fixed maturities
Equity securities

350.8
72.5
11.8
173.7
169.4
9.9

$ 10.0
2.7
0.7
7.7
5.6
0.2

$ 0.1
0.1
2.6
0.3
0.1

$ 360.7
75.1
12.5
178.8
174.7
10.0

788.1

26.9

3.2

811 .8

324.6
$1 ,112.7

108.2
$135.1

22.7
$25.9

410.1
$1,221 .9

$

Expense Reimbursements

Income Taxes

Property, Equipment and Computer Software
Property and equipment are recorded at cost. Depreciation is
computed on the straight-line method over the estimated useful lives of
the assets. Property and equipment are reviewed for possible impairment
whenever events or changes in circumstances indicate the carrying
amount may not be recoverable. No material losses were incurred as a
result of this review.
Computer software costs consist of costs to purchase and develop software. The company capitalizes internally developed software costs based on
a project-by-project analysis. Amortization of capitalized software is computed on an item-by-item basis over a period of three to ten years, depending
on the useful life of the software. Amortization expense charged to operations was $3.9 million and $3.3 million in 1998 and 1997, respectively.

The deferred acquisition costs of $22.8 million and $24.0 million, net
of amortization, for 1998 and 1997, respectively, are included in deferred
expenses. Other assets are being amortized over the expected premiumpaying period of the related policies. Goodwill is being amortized on a
straight-line basis over a period of fifteen years.

Cost

-

1997
Gross
Gross
Unrealized
Unrealized
Gains
Losses

Fair
Value

(in millions)

Fixed maturities:
U.S. Government
& Agencies
Mortgage-backed sec urities
Public utilities
Corporate
Municipals
Other
Total fixed maturities
Equity securities

$ 448.5
78.0
13.4
104.8
165.8
5.1

8.5
6.0
0.6
3.0
3.8
0.3

0.4

794.4

22.2

1.0

815.6

246.2
$1,040.6

93.7
$115.9

9.7
$10.7

330.2
$1,145.8

$ 440.4
72.0
12.8
101.9
162.5
4.8

$

0.1
0.5

-

Policyholders' equity at December 31, 1998, includes $72.1 million
of net unrealized gains on investments, after deferred income taxes of
$38 .6 million. This is a result of net unrealized gains before deferred
taxes of $109.2 million on the current portfolio of investments, plus a
reclassification of $1.5 million in realized gains to unrealized gains.
The reclassification occurred, on a consolidated basis, due to an
inter-company tra nsfer of securities between Blue Cross Blue Shield
and Health Options, Inc. Policyholders' equity at December 31, 1997
includes $68.4 million of net unrealized gains on investments, after
deferred income taxes of $36.8 million.
The amortized cost and fair value of fixed maturities by contractual
maturity are shown below. Expected maturities will differ from
contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties.

oss and Blue Shield of Florida, Inc. and subsidiaries
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1997

1998

Cost
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Fair
Value

Fair
Value

Cost

Pension Benefits
Other Benefits
1998
1997
1998
1997
(in millions)

Liability for Claims Outstanding

'

(in millions)

Due in one year or less
Due after one year
through five years
Due after five years
through ten years
Due after ten years

$ 42.0

$ 42.0

$ 79.3

$ 80.2

303 .2

310.1

349.1

354.3

212.8
157.6
715.6

220.1
164.5
736.7

177.4
116.6
722.4

182.6
120.5
737.6

72.5

75.1

72.0

78.0

$788.1

$ 811.8

$794.4

$ 815.6

Activity in the liability for claims outstanding is summarized as
follows for the years ended December 31, 1998 and 1997:
December 31,
1998

Balance at January 1
Mortgage-backed securities

Proceeds from sales of investments in fixed maturities during 1998
and 1997 were $589.6 million and $474.6 million, respectively. Gross gains
of $11.7 million and $3.3 million and gross losses of $2.2 million and
$2.2 million were realized on those sales in 1998 and 1997, respectively.

Property, Equipment and
Computer Software

$ 286.7

1997
(in millions)
$ 236.6

Incurred related to:
Current year
Prior years

2,252.4
(8.7)

1,972.7
(0.3)

Total incurred

2,243 .7

1,972.4

1,946.8
276.1

1,688.3
234.0

2,222.9

1,922.3

$ 307.5

$ 286.7

Paid related to :
Current year
Prior years
Total paid
Balance at December 31

Accumulated benefit
obligation
Projected benefit
obligation at end of year
Fair value of plan assets
at year end
Projected benefit obligation
in excess of plan assets

1997
(in millions)

Land
Buildings and improvements
Equipment
Computer software

$ 17.3
134.8
117.0
28.9

$ 18.4
141.4
129.9
55.6

Total property, equipment
and computer software
Less accumulated depreciation
and amortization
Net property, equipment
and computer software

345.3

298.0

141 .5

118.8

$ 203.8

$179.2

Depreciation and amortization expense for 1998 and 1997 was $29.8
million and $26.2 million, respectively. Buildings and improvements, as
of December 31, 1998 and 1997, include $2.0 million and $0.0 million,
respectively, for construction in process of phase two of the home office
complex. Future costs of construction for this capital project are expected to approximate $36.2 million. Internally developed software of
$19.1 million in 1998 and $0.0 million in 1997 was capitalized.

Administrative Contracts
During the year the Plan served as an intermediary for the Medicare
program. Additionally, the Plan acted as an administrator for other Blue
Cross and Blue Shield Plans, employer groups and other organizations.
Claims relating to these programs, as shown in the following table, are
not reflected in the accompanying consolidated financial statements.
Number of
Claims Processed
1998
1997
(in millions)

Medicare
State of Florida
BCBS lnterplan Business
Other Groups

+,(f
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55. 70
1.51
1.08
1.26

55.07
-

0.79
1.57

Amounts Paid
1998
1997
(in millions)

$8,357.1
225.3
359.9
215.5

$8,428.9
301.7
249.4

Blue Cross a n d Blue Shield of Florida , Inc. and subsidiaries

Employee Pension Plan and Other
Postretirement and Postemployment
Benefits
The Company participates in a defined benefit, non-contributory pension plan covering substantially all of its employees. The plan provides
benefits based on years of service and the employee's compensation in
the years immediately preceding retirement. The plan is funded through
the Blue Cross and Blue Shield National Retirement Trust, a collective
investment trust which services the retirement programs of its participating employers. Assets of the National Retirement Trust consist primarily
of listed equity securities and U.S. Government and corporate bonds.
For financial reporting purposes, a pension plan is considered underfunded when the fair value of plan assets is less than the accumulated
benefit obligation. The plan has assets in excess of the accumulated benefit obligation (actuarial present value of benefits earned to date based on
present salary levels) at December 31, 1998 and 1997. The Company's
funding policy is to meet the minimum requirements of applicable regulations within the limits of deductibility under current tax regulations. In
conformity with that policy, the Company made additional contributions
in 1998 and 1997 which reduced the accrued pension liability.
The Company also provides certain health care and life insurance benefits to eligible retired employees. Generally, the health care coverages pay a
percentage of most medical expenses reduced for any deductibles and payments made by government programs and other group coverages. Those
covered by the HMO plan have authorized care fully covered except for
required copayments. Life payments are generally provided by insurance
contracts. The Company's current policy is to fund the cost of postretirement health care and life insurance plans on a pay-as-you-go basis.
The following tables detail the components of pension and other benefits,
including the projected benefit obligation in excess of plan assets, the
accrued benefit cost recognized in the Company's consolidated financial
statements, and major assumptions used to determine these amounts.
Effective January 1, 1998, the Company adopted Statement of Financial
Accounting Standards No. 132, "Employers' Disclosures about Pensions and
Other Postretirement Benefits", issued by the Financial Accounting Standards
Board (which allows streamlined disclosure related to these plans).

$141.5

$250.9

$206.5

240.2

201.2

$ (10.71

$ (5.3)

$ 74.4

$ 59.6

The components of the net deferred tax assets, included in deferred
expenses and other assets at December 31, 1998 and December 31, 1997,
are as follows:
December 31,
1998
1997
(in millions)

$(13.2)

$(15.0)

$(79.7)

$(74.7)

Gross deferred tax assets:
Property and equipment
Other liabilities and reserves
Accrued expenses
Miscellaneous
Policy acquisition costs
Alternative minimum tax credits
Valuation allowance

Discount rate
Expected return on plan assets

6.75%
9.00%

7.25%
9.00%

6.75%

7.25%

Total gross deferred tax assets

Rate of compensation increase

3.00%6.50%

3.50%7.00%

3.00%6.50%

3.50%7.00%

$ 11.7
13.6

$ 11.3
13.6

$

-

-

Prepaid (accrued) benefit cost
recognized in the statement
of financial position
Weighted-ave rage assumptions
as of December 31:

December 31,
1998

$181 .6

Benefit cost
Employer contributions
Employee contributions
Benefits paid

7.6

5.9

6.9
1.9
0.1
1.9

$

5.2
1.8
0.1
1.8

For measurement purposes, a 7.7% annual rate of increase in the
per capita cost of covered health care benefits was assumed for 1999.
The rate was assumed to decrease gradually to 5.0% for 2005 and
remain at that level thereafter.
The Company also provides certain postemployment benefits, such
as disability coverages and severance pay, to former or inactive employees during the time period following employment but before retirement.
The 1998 and 1997 accrued liability for these benefits was $11.1 million
and $10.7 million, respectively.

The Company leases office space and data processing and office
equipment under leases which expire on various dates through 2003
and thereafter. The following is a schedule of future minimum rental
payments due under operating leases that have initial or remaining
non-cancelable lease terms in excess of one year:
Year Ending December 31,

Basic Rental Commitments

$ 27.6

$ 27 .7
50.0
54.1
5.1
7.0
62.4
(138.6)

53.9
57.4
6.0
10.6
50 .9
(139.11

Gross deferred tax liabilities:
Reserves
Unrealized gain on investments
Other
Total gross deferred tax liabilities
Total net deferred tax asset

67.3

67.7

12.2
38.6
15.9

9.9
36.8
12 .6

66.7

59.3

$

0.6

$

8.4

Reconciliation of the differences between income taxes computed at
statutory federal rates and the consolidated provision for income taxes
for 1998 and 1997 is as follows:
For the years ended December 31,
Income taxes computed at
statutory federal tax rate
State tax provision,
net of federal income
tax benefit
Other miscellaneous
differences
Tax credits
Deduction for intangible
asset dispositions
Change in valuation
allowance on deferred
tax assets
Provision for income taxes
at effective tax rates

1998
Amount
Rate

1997
Amount Rate

$29.6

35.0%

$27.4

35.0%

2.5

3.0%

(0.2)

(0.3%)

(1 .61

(1.9%1

(5.2)
(12.2)

(6.7%)
(15.6%)

-

-

(1.4)

(1.7%1

(55.7)

(71.0%)

0.5

0.6%

73.3

93.6%

$29.6

35.0%

$27.4

35.0%

(in millions)

1999
2000
2001
2002
2003
Thereafter

$25.5

Total

$73.0

22.0

12.5
5.8
4.0
3.2

Rental expense for 1998 and 1997 was $31.6 million and $28.4 million,
respectively.

The net deferred tax liability and asset include federal alternative minimum tax (AMT) credit carryforwards of $50.9 million and $62.4 million,
as of December 31, 1998 and 1997, respectively. These credits may be
utilized to offset future tax liabilities to the extent that the Company's
regular tax liability exceeds the alternative minimum tax liability. The
AMT credits result from the payment of federal alternative minimum tax
from 1989 through 1995 and may be carried forward indefinitely.
The Company's federal income tax returns for the years 1991 through
1995 have been examined by the IRS. Certain adjustments are currently
being appealed by the Company. In the opinion of management, the
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Company has made adequate provision for income taxes that may
become payable with respect to these years.

The consolidated financial statements of the Company included herein have been prepared in conformity with generally accepted accounting
principles (GAAP). The Plan and its subsidiaries separately report to the
Insurance Department of the State of Florida on the basis of statutory
accounting practices. A reconciliation between consolidated GAAP
policyholders' equity and statutory surplus of the Plan follows:
Decem ber 31 ,
1998
1997
(in m illi o ns)
Consolidated policyho lders'
equity (GAAP)

$829.4

Less certain asset exclusions:
Net investments in subsidiaries
Accounts rece ivab le, net
Property, equipment and other
Deferred expenses and other

Additional statutory reserves
Statutory investment reserves
GAAP accounting rules:
Pension accrual (FAS 87)
Postretirement benefits (FAS 106)
Postemployment benefits (FAS 112)
Investments (FAS 115)
Computer software
Other, net
Statutory surplus of the Plan

$770.8

(125.4)
(22.8)
(45.7)
(33 .8)
(227 .7)

(50.7)
(2 1.7)
(43.9)
(38.5)
(154.8)

(31 .1)
(73 .0)

(29.6)
(108 .5)

32.7
61.8
9.4
(9.8)
(37 .4)
9.9

30.8
60.8
9.1
(13. 1)

$ 564.2

(11.1)
$ 554.4

Results of operations under GAAP reconciled to a statutory basis
are as follows:
For t he yea rs ended
Decem ber 3 1,
1998
1997
Consolidated net income on
a GAAP basis
Subsidiaries' net loss

I
I

$54.9
7.8

$ 50.9
3.8

Plan net income

62 .7

54.7

Change in statutory reserves
GAAP deferred taxes
GAAP accounting rules:
Pension expense (FAS 87)
Postretirement benefits (FAS 106)
Postemployment benefits (FAS 112)
Computer software
Other, net

(9 .8)
7.1

2.0
15.2

1.9
1.0
0.3
(23 .0)
6.3

4.3
(0.3)
0.7
0.0
(2 .0)

Statutory net incom e of the Plan

$46.5

$74.6

In the normal course of its business operations, the Company is
involved in routine litigation from time to time wit h insureds,
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beneficiaries, and others, and a number of such lawsuits were pending
at December 31, 1998.
In management's opinion, based upon the advice of legal counsel,
the aforementioned litigation and claims will not have a material
adverse effect on the Company's financial position or results of
operations.

The Company may borrow up to $200.0 million at a floating rate
under an unsecured revolving facility through August 20, 2002.
Agreements governing borrowing include typical covenants which serve
to limit asset dispositions, the incurring of additional indebtedness and
any material changes in general lines of business. Commitment and
facility fees are paid based on the used and unused portions of the
faci lities. At December 31, 1998 there was $95.0 million of short-term
borrowings outstanding on this facility. The weighted average interest
rate on these borrowings was 5.6%.

..,

BlueCross BlueShield
of Florida
An Independent Licensee of the
Blue Cross and Blue Shield Association

Throughout 1998,
the company
and its employees
recycled

The company relies heavily on information technology systems and
other systems and facilities such as telephones, heating and ventilation
equipment, and building access control systems to conduct its business.
The Company also has business relationships with customers, providers
of medical care, financial institutions, vendors, utilities, other third party
payers, and regulators which are themselves reliant on such systems.
The Company began work on its year 2000 computer problem during
1996. In 1997, the project was expanded to include an initial review of
the year 2000 impacts from sources outside of the Company. The Year
2000 problem is the inability of computers, software and microchips to
properly interpret dates past 1999. Some computer programs have timesensitive coding that may interpret a date using "00" as the year 1900
rather than the year 2000.
Some of the company's mission critical computer systems have
already been remediated and tested for year 2000 readiness (including
future date testing). The Company's goal is to have the remaining
mission critical computer systems remediated and tested by the third
quarter of 1999. While no assurances can be given, management
believes that the timeline supporting this goal is adequate to address
known and unknown issues. We define "mission critical" as those
processes we consider vital to delivery of critical customer services.
The Company also faces the risk of business disruption due to
Year 2000 fai lures which may be experienced by sources outside of the
Company. The Company has completed its inventory of external relationships, but cannot guarantee the Year 2000 readiness of these external
parties. Accordingly, the Company is engaged in ongoing discussions
with critical external parties and is, for the purpose of developing
appropriate contingency plans, attempting to obtain information as to
their state of Year 2000 readiness. These contingency plans will be
integrated into the corporate-wide contingency planning process which
is aimed at minimizing disruption of mission critical business processes
after December 31, 1999, whether caused by internal systems problems
or problems experienced by external relationships.
The Company expended $18.1 million on its Year 2000 project
through the end of 1998, and has budgeted another $18 million for 1999
and such expenditures are included in operating expense.

2,864,000 pounds
of material including
paper, glass, tin,
aluminum and plastic
helping to save:

@
· 10,024,000
gallons of water;
· 5,871,200
kilowatt hours of
electricity; and
· 24,344 trees.
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For more information contact:

Blue Cross and
Blue Shield of Florida, Inc.
Director of Executive Communications
P.O. Box 44269
Jacksonville, Florida 32231 - 4269

